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Upgrading Lebanon’s Economic Analytical Capacity

Funded by the International Development Research Centre (IDRC)*

Project Summary Document

Summary: The project aims to upgrade Lebanon’s economic analytical capacity, by focusing on key economic and social issues currently facing the Lebanese society. The project will empower key public officials with the necessary skills and tools to actively engage in tackling these issues, and contribute to putting these issues at the center of the public policy debate scene. The project will focus on two key public policy issues which have been identified as central to achieving the general long-term goals of the project. These include promoting economic stability by tackling inflation; and securing social security and medical care for the elderly through pension reform.

Project Duration: Two years

Budget: 240,360 USD

The project will operate on two parallel tracks: first, it aims to provide a set of necessary economic analysis skills to a group of public sector officials. Second, the project aims to tackle some important reform fields that have been sidelined by the Paris III program, by engaging the governmental team in the process of formulating a policy response to these challenges.
Methodology


Involving neither conventional studies nor conventional teaching, but elements of both, the methodology involves first delivering courses to a selected group of civil servants (12 persons). After an initial familiarization with theoretical concepts and working tools for analysis and forecasting, the civil servants will be split into two working thematic groups of 6 persons each (c.f. below), and members of each team would start producing analytical material on key issues under the joint control of their colleagues in the working groups and technical assistance of LEA’s team of academic experts and field professionals.

The project will also include 2 retreats where civil servants and the project team will discuss progress on the activities. An important element of networking and relationship building will be promoted during these retreats.

The training will focus on Applied Economic Analysis, and will include topics such as public policy analysis, fiscal and monetary issues, public debt and privatization. A special focus will be placed on public policy design and its redistributive implications, and applications to economic analysis on topics such as unemployment. Seminar topics would include:

· Status, envisioned reform and efficiency and equity implications of VAT;

· Benefits and costs of liberalizing the air transport sector;

· Optimal exchange rate policy (to peg or to float?);

· Privatization in key sectors like telecommunications, energy and water.

The courses that would be offered at the start of the project include:

1. Statistical techniques for decision making

2. Analytical writing skills for reports and public policy briefs

3. Public economics principles and methodology.

The proposed initiatives under this project therefore include:
1- Understanding inflation and revising national price data: Lebanon is a small dependent economy with extreme vulnerability to external price shocks; yet no inflation targeting policy or good knowledge on price evolutions is available
. The Central Administration of Statistics (CAS) is the principal national institution responsible for measuring inflation. The CAS relies on the Consumer Price Index (CPI), which has been tracking the price of consumer goods since December 1998. Although the CPI uses correct statistical and scientific methods, its measurements suffer from severe technical problems as well as an acute shortage of human and material resources, which has a negative effect upon the quality of the statistics that it issues. Other sources like the Ministry of Economy and Trade (MoET) has issued an index of the prices of a consumer food basket, however, their index also suffers of many shortcomings. It is also important to note that the IMF uses neither one of these figures in its inflation data which relies solely on the Central Bank and IMF staff.

The IMF's 2009 Article IV Consultations report states that Lebanon's statistics on GDP and consumer price index have been significantly improved in the last two years, but cautioned that "data insufficiencies still hamper the analysis of real and external sector developments" (p. 25). The IMF called for the implementation of a comprehensive overhaul of the statistical system. The CAS "still does not have the capacity to produce national accounts statistics in line with accepted international standards" (Annex III, p. 7). One of this project’s objectives is to build on these recent advances to construct a more comprehensive and robust inflation indicator for Lebanon.

Working Group 1: Price Monitoring

Objectives

The objectives of the Working Group are:

a) To undertake a critical revision of available price information in Lebanon, including public, private and international sources of information;

b) To establish new price statistics from available data, when feasible, such as export-import price indices, real-estate price indices, and producer price indices;

c) To develop a framework for price statistics to explain the links between various price indices and between price indices and other relevant economic statistics.


Composition

The working group will be comprised of (6) representatives from the following organizations (mid and senior level civil servants):

· Central Administration of Statistics: 2 persons
· Ministry of Economy and Trade: 1 person
· Ministry of Finance: 1 person
· Banque du Liban: 2 persons
The group will have (1) national expert in econometrics and statistics as its coordinator, and will benefit from the expertise of (1) international expert in the field.

Outputs

The outputs of the Working Group will consist of the development of:

1) Analytical report on inflation measurement in Lebanon, containing:

a. A general introduction to the theory of indices

b. Conceptual and operational issues in inflation indices construction (such as sampling, collection methodology, compilation, organization and computation and dissemination of data)

c. Survey of available price statistics in Lebanon, with consistency and validity checks

d. Proposal for new price indices: export-import price indices, real-estate price indices, and producer price indices

2) National Price Monitoring Newsletter, to be published on a monthly basis as of the second year of the project, and which includes:

a. Information about the various price indices used

b. Trends in the evolution of prices, with explanations provided as needed

c. Expected impacts of price movements on other economic indicators in Lebanon.

The working group will study during the project’s phase how to make sure that the publication of the newsletter is sustainable beyond the project’s end date, by exploring the possibility of a joint partnership between the governmental stakeholders and other counterparts (private sector, LEA) to sustain the publication.

2- Pension reform and addressing elderly pensions and healthcare: The proportion of older adults in Lebanon is currently the highest in the region (7%). Recent projections suggest that the population over 65 years of age will constitute more than 10 percent of the population by the year 2025, similar to contemporary Europe. Yet Lebanon does not have a uniform old-age/retirement pension plan (see Appendix 2 for an overview). Rather, such plans are largely dependent on the type of employment. For example, whereas government employees and those in the military service are covered by pension plans and health insurance, those covered by the National Social Security Fund – the majority of whom are employees in the private sector – ironically lose such benefits upon retirement, at the time when they are much needed
. Obviously, those who have never been employed, the majority being women, are not eligible for any type of pension plan or health care coverage. Private insurance in Lebanon is costly and insurance companies refuse coverage to those requesting it above the age of 70 years at the time of initial enrolment, creating heavy burdens upon out of pocket expenditures for households. The cost of health care for the uninsured is high and is related to low follow up, high levels of self medication and overall poor quality of health state. One of the main tasks of the governmental team would be to provide an economic analysis to the feasibility of a universal non-contributory social pension and medical insurance for the elderly in Lebanon.


Working Group 2: Pension Reform, elderly universal pension and medical coverage

Objectives

The objectives of the Working Group are:

a) To undertake a critical revision of the current pension system in Lebanon;

b) To provide a socio-demographic analysis of the need for pension reform and a public financial perspective on pension reform, and the possibility of non-contributory pension schemes for the elderly;

c) To propose a universal non-contributory social pension and medical insurance for the elderly.


Composition

The working group will be comprised of (6) representatives from the following organizations (mid and senior level civil servants as well as staff of the UNDP units):

· Ministry of Social Affairs: 1 person
· Ministry  of Labor: 1 person

· Ministry of Finance: 2 persons

· National Social Security Fund: 2 persons
The group will have (1) national expert as its coordinator, and will benefit from the expertise of (1) international expert in the field.
Outputs
The outputs of the Working Group will consist of the development of:

1) Analytical report on social insurance and pensions in Lebanon, containing:

a. A critical overview and assessment of current pension plans

b. A description of the current policy, legal, regulatory, and administrative frameworks of the current pension system;

c. Socio-demographic analysis of the need for pension reform;

Public financial perspective on pension reform and the possibility of non-contributory pension schemes for the elderly;

d. A discussion of the policy conditions that are needed for the development of a sustainable and effective rural pension system.

2) Proposal for legislation on a universal non-contributory social pension and medical insurance for the elderly, which includes:

a. Background and motivation for the public intervention;

b. Modalities and mechanisms of the pension and medical coverage schemes.

*Canada’s International Development Research Centre (IDRC) is one of the world’s leading institutions in the generation and application of new knowledge to meet the challenges of international development. For nearly 40 years, IDRC has worked in close collaboration with researchers from the developing world in their search for the means to build healthier, more equitable, and more prosperous societies.
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� See Chaaban, Jad “Doing the Sums: A new approach to calculating inflation in Lebanon”, Lebanon Opportunities, March 2008.


� Chemali Z, Chahine LM, Sibai AM (2006). Prospects of older adult care in Lebanon: Towards stronger and sustainable reforms (EMHJ-WHO Regional Office for the Eastern Mediterranean).
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